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SUBJECT: United States Small Business Adm nistration Guaranty Fees Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED January 5, 2000, STILL APPLIES.
OTHER - See comments below.

SUMVARY OF BILL

This bill would provide a credit equal to:

@ the amount paid to the U S. Small Business Admnistration (SBA) as a
guaranty fee related to obtaining guaranteed financing, plus

@ an anmount equal to any fees or other costs paid to obtain the SBA | oan
but not to exceed $1, 000.

SUMVARY OF AMENDMENT

The April 6, 2000, anendnent expanded the credit to include any fees or other
costs paid to obtain a | oan guaranteed by the SBA, including | ender fees,
apprai sal costs and adm nistrative fees. The anmendnent provided that the credit
amount related to these fees and other costs could not exceed $1, 000.

Al so, the anmendnent deleted a requirenment that the guaranty fee credit be all owed
only to businesses in counties with an unenpl oynent rate twice that of the state.
Instead, the bill now expands the availability of the credit. To qualify, the
princi pal place of the taxpayer’s business nust be in a county in this state that
has an unenpl oynment rate that is 150% of the state average unenpl oynent rate for
the 12 nonths preceding the nonth the | oan proceeds subject to the guaranty fee
are di sbursed and the guaranty fee is paid, or the business nust be located in an
area designated as an enterprise zone.

In addition, the anendnent added a sunset date so that the credit would be
operative for taxable and incone years beginning on or after January 1, 2000, and
bef ore January 1, 2008.
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As a result of the April 6, 2000, anmendment, a nunber of the policy,

i npl enentati on, and technical considerations in the departnment’s prior analysis
were resolved. The new and remaining policy and inplenmentation considerations
are included bel ow.

As a result of the amendnment, a revised revenue estinmate has been provided.

Except for the discussion of this amendnent, the departnent’s analysis of SB 1336
as introduced January 5, 2000, still applies.

Pol i cy Consi derati ons

This bill would provide a credit equal to 100% of the expenses or costs that
would qualify for this credit. Generally, credits are based on a percentage
of the expenses or costs associated with the credit.

This bill would allow a credit for a deductible expense, thereby providing a
doubl e benefit for the guaranty and other fees paid or incurred. |n many
cases, the deduction for an expense that generates a credit is reduced or
elimnated to mnimze or elimnate this double tax benefit.

This bill would provide a credit to businesses |located in enterprise zones

t hat woul d not be allowed to businesses |ocated in other economc

devel opnent areas. Al so, tax incentives allowed to businesses in enterprise
zones typically contain certain restrictions, such as allowing credits to be
used against only the tax attributable to incone earned in the zone. The
credit provided by this bill is not so |imted.

| npl enent ati on Consi derati ons

It is unclear which taxpayer, if any, is entitled to receive the credit for
a guaranty fee. That is because the | ender pays the guaranty fee to the SBA
upon obtai ni ng guaranteed financing. The |ender may pass on the guaranty
fee to the borrower, but the borrower would pay this passed-on anount to the
| ender, not the SBA

In addition, since guaranty fees are paid by the Iender and it is unclear if
the | ender passes on those fees as “guaranty fees” or sonme other type of fee
for many borrowers it is unlikely they would be allowed to claimthe credit
for indirect guaranty fees passed on by the | ender because | ender costs,
fees, etc., are linmted to $1,000 per year and the guaranty fees for average
SBA loans in California are greater than this anount.

The author’s staff has indicated it is the author’s intent to allow the
credit to the borrower, not the lending entity.

The part of the credit directed at | ender costs, fees, etc. is not limted
by the requirenents for county unenpl oynent rate or enterprise zones. As a
result, any borrower that receives financing fromthe SBA would be eligible
for the credit. The author’s staff has indicated it is the author’s intent
that this portion of the credit have the sane |ocation requirenents as the
guaranteed fee credit portion of the bill. Therefore, the bill should be
amended to reflect the author’s intent.
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This bill refers to the state average unenpl oynent rate for the 12 nonths
preceding the date the | oan proceeds are disbursed and the guaranty fee is
paid. It is unclear if the unenploynent rate data are avail abl e and

conti nuously updated for 12-nonth periods on a county-by-county basis.

In addition, it seens possible that the | oan proceeds coul d be disbursed in
one month and the | oan guaranty fee paid in another. Therefore, it would be
uncl ear which nonth to use for applying the unenpl oynent rate.

Once the inplenentation concerns are resolved, inplenenting this bill would
not significantly inpact the departnent’s prograns and operations.

Tax Revenue Esti mate

This revenue estimate reflects the author’s intent which was to limt the
additional other lender fee credit to the same |ocation requirenments as the
guaranty fee.

This bill is estimated to result in revenue | osses under the Personal |ncone
Tax Law and Bank and Corporation Tax Law as shown in the foll owi ng table.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1999
Enact ment Assumed After June 30, 2000
$ MIlions
2000-01 2001-02 2002- 03
-$2 - $5 -$7

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Tax Revenue Di scussi on

Wth the addition of the $1,000 credit for |loan-related fees and expansi on
of the availability of the guaranty fee credit, the revenue inpact fromthis
bill has been increased froma mnor |loss in 2000-01, $1 mllion loss in
01-02, and $2 nmillion loss in 02-03.

The revenue inpact for this bill will be determ ned by the anount of | oan
guaranty fees and certain other fees paid by businesses located in
enterprise zones or certain high unenpl oynent counties that can be applied
against available tax liabilities.

This estimte was developed in the followi ng steps. First, according to the
SBA, the total nunmber of approved and guaranteed | oans for California

busi nesses was 8,096 for tax year 1999. Second, this nunber was increased
2% per year to allow for growth, generating 8,258 |oans for 2000. According
to the same source, the average |oan anount for California was $250, 000.

SBE guar antees 75% of each of its |oans or an average of $187,500 ($250, 000
X 75% per loan. The percentage of the guaranty fee ranges from2%to 3.85%
dependi ng on the portion of the loan that is guaranteed. For this analysis
it was assunmed 2.5% on average woul d be applied as the guaranty fee,
generating a total fee of $4,688 per |oan ($187,500 x 2.5%.
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Third, the total nunber of |oans was multiplied by the average guaranty fee,
resulting in approximately $38.7 mllion of fees for 2000 ($4,688 x 8, 258).
Fourth, this nunber was adjusted downward to reflect only businesses |ocated
in those counties that would have at |east 150% of the California

unenpl oynent rate and businesses |located in enterprise zones.

Currently 22 counties in California have an unenpl oynent rate of 150%t he
state unenpl oyment rate as of Decenber 31, 1999. For these counties, tota
enploynment is 1.64 mllion out of the 15.7 mllion statewide, or 10.4% In
addition to these counties, an unknown nunber of enployees are located in
enterprise zones. As a proxy for this analysis, the total enploynent of
2.15 mllion for major cities within enterprise zones, or 15.3% of total
urban enpl oyment of 14 mllion (2.15/14 = 15.3% was used. Enpl oynent
statistics is an indicator of economc activity in these counties and

enterprise zones. It was assunmed for this analysis that 25.7%of the tota
$38.7 mllion in guaranty fee paynents would qualify businesses for the tax
credit, generating a total credit amount of $9.9 mllion for tax year 2000

($38.7 x 25.7%.

In addition, qualifying taxpayers would be all owed a maxi numcredit of
$1,000 for other fees (lender, appraisal and admnistrative) associated with
obtaining a small business |oan. According to the SBA, qualifying taxpayers
pay an additional packaging fee that consists of all |ender, appraisal and
adm ni strative fees. These fees range from $500 to $1, 000 dependi ng on the
type of loan. For this analysis, it was assuned that the average fee would
be $750 for each qualifying taxpayer, or a credit anount of $6.2 million for
tax year 2000 (8,258 x $750). This nunber also was adjusted downward to
reflect eligible businesses, generating a credit of approximtely $1.6
mllion for tax year 2000 ($6.2 x 25.7%.

Combi ning these two el ements, the total generated credit anount for tax year
2000 is projected to be approximately $11.5 million. |t was assunmed that,
on average, 12.5% of generated credits would be applied agai nst avail abl e
tax liabilities in the first year. The |ow usage rate was used because
start-up conpani es generally have lower tax liabilities or operating |osses.

POSI T1 ON

Pendi ng.



